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ti. IMPROVEMENT in material levels of living, though dramatic, is far from 

the most important part of the story of American economic growth. Two other features are 
even more significant: first, the nonmaterial benefits of economic growth in the form of improve- 
ment in the quality of our life; and, second, the 
broad diffusion of both material and nonmate- 

te rial benefits to all the people. Growth is not an 
end in itself. We do not live to grow; we grow 
to live better. And we do live better, not only 
by consuming better but also by working under 
better conditions... 


a world power — without adding to individual welfare. 
Obviously, growth must involve rising levels of per 
capita output if it is to mean increased welfare. 


But this is not all. Growth in any meaningful sense 
must mean not just more things, but more things that 
are useful and that people want. Evolution in the com- 
position of output is as much a part of economic 
growth as is expansion of the volume of output. Simi- 


Economic growth is one of the catchphrases of the 


day. Behind the phrase there 
are, to be sure, real and im- 
portant issues; but they are 
not simple issues. Economic 
growth is difficult to define 
and more difficult to measure. 


Generally, people think of 
economic growth as an in- 
creasing supply of goods and 
services. This is all right as far 
as it goes, but it doesn’t go 
very far. As population in- 
creases, a larger supply of 
goods and services is needed 
to maintain a constant level of 
output. An economy may get 

: bigger — or “grow” in an ab- 
io solute sense, perhaps even as 


This Issue In Brief 


Economic growth, says Dean Wallis, is 
one of the catchphrases of the day but, 
behind the phrase there are “real and im- 
portant issues.” 


The issue of economic growth he points 
out “has entered the arena of contempo- 
rary politics . . . all sorts of plans are put 
forth under the banner of growth, with 
little or no analysis of the way they might 
promote growth — except growth in Fed- 
eral spending.” 


Among considerations raised in discus- 
sions of growth he says is the one of “un- 
met social needs.”? He terms the “public 
squalor” argument “this decade’s battle 
ery of socialism which . . . seeing one after 
another of its arguments for socializing 
the means of production demolished — 
now seeks to socialize the results of 
production.” 





larly, if growth is to be mean- 
ingful the output must be 
well distributed. In our econ- 
omy, changes in the composi- 
tion of output reflect the free 
choices of the people, and the 
valuation of the output reflects 
the values placed on goods 
and services through volun- 
tary purchases and sales. Pri- 
vate output conforms to 
choices made in the market, 
and public output to choices 
made through political proc- 
esses by freely-elected repre- 
sentatives. In a centralized 
economy, both private and 
public output reflect the 
choices and values of the au- 
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thorities, and the values placed on goods and services 
also represent authoritarian decisions. There is no 
valid criterion of the extent to which the nominal 
“growth” achieved by a centralized economy is mean- 
ingful growth in terms of the aspirations and desires 
of the people. 


Clearly, true growth must refer to economic wel- 
fare. This means we must consider not only goods and 
services but nonmaterial aspects of growth. As our 
productive capacities have risen, we have chosen to 
take part of our growth in the form of leisure and im- 
proved working conditions. 


If the concept of growth is complex and elusive, the 
problem of measuring growth is fearsome. Not only 
do we lack adequate data, but the qualitative and non- 
material aspects of growth are almost impossible to 
quantify. 


Six of the most common gauges of economic growth 
are the percentage rates of increase in real Gross 
National Product, that is, G.N.P. adjusted for price 
changes; real G.N.P. per capita; industrial production; 
output per man-hour worked; output per unit of labor 
and capital combined; and real disposable personal 
income per capita. 


Before considering what each of these gauges 
appears to show, let us consider certain major short- 
comings that seriously limit what any of them really 
show. These ubiquitous flaws, which create troubles 
for anyone trying to compare growth rates between 
countries or between times for a given country, are: 
deficiencies of data, vagaries of valuation, aberrations 
of averages, and treacheries of timing. 


About the deficiencies of data it should be noted 
that the basic figures on G.N.P. or industrial produc- 
tion even for this country — and ours are the best in 
the world — involve liberal use of estimation and 
guesstimation, of interpolation and extrapolation, of 
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approximation and adjustment . . . In a market 
economy, we can value most things by prices people 
voluntarily pay and accept. Even in our economy, 
however, a large and increasing share of output is 
governmental, and can be valued in terms of things 
used up. But just using up something by no means 
guarantees that an equal value is created; sometimes 
it is more, too often it is less. 


Growth Proceeds at Uneven Pace 


The magnitude of the valuation problem is shown 
by the comparatively simple problem of comparing 
Russian GNP with ours. The two lists of products 
must be valued by the same prices, otherwise the com- 
parison will reflect differences in prices, not just dif- 
ferences in GNP. If Russian prices are applied to their 
output and to ours, our GNP is nearly four times 
theirs. If American prices are applied to the outputs 
of both countries, we are only twice their size. Russian 
GNP is commonly described as 40 percent of ours. 
This results from splitting the difference. 


Averages can be tricky, and every one of the growth 
measures is an average of divergent rates of growth 
prevailing in different parts of the economy. It is pos- 
sible, for example, for the over-all average to go up 
even if every separate part is constant or even de- 
clining ... 


Another affliction of our measures of growth is the 
problem of the proper time-span, whatever criterion 
is used. Like every kind of growth, economic growth 
proceeds at an uneven pace. Measurements must be 
made at times far enough apart to average out sea- 
sonal, cyclical and erratic fluctuations . . . 


These limitations on proper time periods prevent 
making—honestly—a number of comparisons in the 
period since World War II that would be interesting. 
In that period there have been only three peaks, 1948, 
1953, and 1957, and the middle one, 1953, was the 
peak of the Korean War boom. Thus, there is one and 
only one period that meets the requirements for a 
meaningful measurement of growth, namely, 1948 to 
19ST 552 


All these difficulties mean, not that measurements 
of growth are futile and fruitless, but that to interpret 
them requires considerable care, skill, judgment, ob- 
jectivity and sophistication about both economics and 
statistics. 


What has happened to the most commonly used 
measures of national economic growth is shown in the 
following table: 
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ANNUAL COMPOUND RATE OF GROWTH 


Postwar Period Long-Term 
-1957) Period 


(1948 

Real Gross National Product............ . 3.8% 2.9% (1909-1957) 
Real G.N.P. Per Capital........0.0.00.0...... 2.0 1.5 (1909-1957) 
Industrial Production .......0.0.0.000.0.... 4.4 3.7 (1919-1957) 
Real Private Output Per Man- 

Hour Worked ooo... ccecccceccccceeeee 3.1 2.0 (1889-1957) 
Real Output Per Unit of Labor 

and Capital Combined ................ 2.4 1.7 (1889-1957) 
Real Disposable Personal Income 

Por CO hes 1.9 6 (1929-1957) 


From the foregoing tabulation it is apparent that 
postwar rates of growth have been uniformly and con- 
siderably higher than the long-term trend. 


Even this brief look at the record shows the falsity 
of careless allegations that our economy is slowing 
down. 


The issue of economic growth has entered the arena 
of contemporary politics through a course which has 
characterized many issues in the past quarter of a 
century. That is that after we have gotten over the hill 
by private endeavors, and are on our way at a brisk 
pace, urgent demands arise that the government expe- 
dite and direct us. 


Characteristically, individuals, private institutions, 
or general social forces break the paths and provide 
the initial momentum. Once the vision of an impor- 
tant goal gains currency, and once we are on our way 
toward attaining it, suddenly we become impatient 
for a magic carpet to put us there instantly. 


Many Plans Put Forth 


Much of the current emphasis on economic growth 
is of this character. All sorts of plans are put forth 
under the banner of growth, with little or no analysis 
of the way they might promote growth — except 
growth in Federal spending. The same spending plans, 
on the other hand, are often described as reasons for 
wanting growth. 


The fact that too many of the considerations raised 
in discussions of growth cannot be taken seriously 
should not blind us to the fact that there are a number 
of important considerations that merit close exami- 
nation. 


The Soviet Threat is one of these. 


But how is it related to our own economic growth? 
Some people fear that the Russians will “catch up” to 
us someday and so fulfill the Khrushchev boast about 
burying us. Others fear that rapid Soviet growth will 
increase Russian military potential so greatly as to 
jeopardize the free world’s defenses. Still others fear 


possible adverse “demonstration effects” of rapid 
Soviet development — that underdeveloped and un- 
committed nations will turn to Communism as a way 
of achieving national strength. 


First, it should be pointed out that we have a com- 
manding lead over Russia in terms of both total and 
per capita output. Second, we don’t know how large 
the gap really is — except that it is large. We don’t 
know whether Russian G.N.P. is one-half of ours or 
one-quarter of ours. Third, international comparisons 
of rates of growth can be even more misleading than 
comparisons of levels of output. 


The Russians, starting from a lower economic base 
and in a period of post-war reconstruction, should be 
expected to have a fairly high percentage rate of 
expansion . . . Russian growth is more rapid because 
they are still in the area where improvement is easy 
and the way has been shown, whereas we are more 
heavily involved in the difficult tasks of expanding pro- 
ductivity in medicine, journalism, education, engineer- 
ing and other services. In short, there is no possibility 
that the Russian economy wili overtake ours, at any 
time in the visible future—certainly not in this century. 


Why We Want Growth 


Unmet Social Needs is a slogan we hear these days 
as a call for accelerated growth. According to this 
argument if we grow faster we will be better able to 
provide a greater variety of public services and to 
eliminate what we now regard as poverty. 


One of the more pretentious versions of the “needs” 
argument is that we have shameful public squalor in 
the midst of vulgar private opulence . . . The argument 
about “public squalor” would be laughed out of court 
if confronted with the facts of the past decade on con- 
struction of schools, improvements in teachers’ sala- 
ries, super-highways built, increases in the support of 
research, expansion in aid to the needy, diseases con- 
quered, urban redevelopment, hospitals built, or in- 
deed almost anything else. Growth in public services 
has been enormous in the past decade . . . 


The public squalor argument is, in fact, simply this 
decade’s battle cry of socialism, which — intellectually 
bankrupt after more than a century of seeing one after 
another of its arguments for socializing the means of 
production demolished — now seeks to socialize the 
results of production.’ 


The Real Growth Imperatives arise from the fact 
that a strong economy is a growing economy. An 
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economy with a high per capita income such as ours 
generates a large volume of private saving which must 
flow into capital accumulation if the economy is to 
sustain itself. In other words, the continued vitality of 
the system requires growth. 


But beyond such technical matters, we desire 
growth to promote our private ends and national pur- 
poses. It is that simple; we want growth because it 
enlarges the opportunities of our children, because it 
expands our capacities to pursue goals of our own 
choosing, because it increases the range of choices 
open to us, because it is a rewarding outlet for our 
creative energies and imagination, because achieve- 
ment invigorates and stimulates . . . 


Moreover, we desire growth for the preservation of 
our way of life. By continued growth we demonstrate 
to ourselves, and perhaps to the world, that our system 
of free enterprise and representative government is 
indeed strong and able to fulfill rising aspirations and 
to enhance the dignity of free men. We need to grow 
to demonstrate that our system is not headed for in- 
evitable collapse, but will survive even in a world of 
oppression and hostility. 


Only One of Several Goals 


For a variety of reasons there is general agreement 
that economic growth is an important goal of eco- 
nomic policy. But growth is only one of several major 
goals of economic policy. 


Economic freedom, stability of employment, sta- 
bility of the general price level, economic efficiency 
and economic security all are important. Properly con- 
ceived and pursued, economic growth is compatible 
with all these other goals; but it becomes incompatible 
when pursued too ardently or by inappropriate means. 
Policies to promote growth or any other goal must re- 
flect a compromise among competing goals . . . 


To get high rates of growth through more rapid 
capital accumulation means that people must save 
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more, either voluntarily or by compulsion. In the 
Soviet Union, people are forced to sacrifice current 
consumption and liberty to meet targets of capital 
formation imposed by the authorities. As much as 
Americans want economic growth, compulsions and 
depressed levels of consumption are costs which they 
would not willingly pay except in dire emergency. The 
underlying forces that promote national economic 
growth are basically the same as those that account for 
the economic progress of individuais. An individual’s 
desire for a higher and more secure standard of living 
for himself and for his family is the basic stimulus. To 
this end he studies, plans, works, saves, and invests. 
He searches out new ways of doing things and de- 
velops new techniques and processes. 


Hence, one of the most effective means of stimulat- 
ing economic growth—and at the same time one of our 
fundamental objectives in seeking economic growth 
—is to provide expanding opportunities for every in- 
dividual to realize his own potentialities to the utmost 
and to open wider vistas for his children; to encourage 
initiative, independence and integrity; to preserve and 
enlarge the moral worth of the individual; and to 
approach more closely to our ideals of personal free- 
dom, justice and fair play, broad and equal oppor- 
tunity, the rule of law, and mutual respect and charity. 


Growth requires a flexible and adaptable economic 
system with freedom to experiment. New industries 
must spring up, and others must decline. New methods 
must be accepted and old ones discarded. Labor and 
capital must shift easily and cooperatively in response 
to economic rewards and penalties. The combination 
of an abundant flow of new ideas, a willingness to take 
risks, and the speedy adoption of successful new 
methods is a condition for a high rate of growth. 


The future chapters of our story of economic 
growth are still to be written. We can be confident 
that these chapters will be happy ones if we have the 
wit and wisdom to preserve and strengthen the forces 
of progress that have produced in America an abun- 
dant economy, a great nation and a free people. 

















